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The Journal ofAccountancy
Official Organ of the American Institute of Accountants
A. P. RICHARDSON, Editor

EDITORIAL
Few accountants have ever been better
known by name and reputation in this
country than Edward L. Suffern, whose
death occurred on April 13th. Every friend of the profession will
mourn the passing of one who was consistently a laborer for the
cause of better accountancy, and one whose influence upon the
upbuilding of high professional status was almost without equal.
Mr. Suffern died at his home in North Plainfield, N. J., at the age
of 80 years. He was born in Brooklyn, and educated in the
schools there. During the civil war he served as chief signal
officer of the ship Monticello in the union navy. He was one of
the first to enter the professional practice of accountancy, and he
retained active interest in his work until a few days before his
death. He was president at one time of the New York State
Society of Certified Public Accountants. At various times he
lectured for Cornell university, Dartmouth college and other
educational institutions. One of his most noteworthy services to
the profession was his presidency of the American Association of
Public Accountants from 1910 to 1912. At the time of the
formation of the American Institute of Accountants, which
succeeded the American Association, Mr. Suffern was elected to
the council and served until 1923. Professionally, he was a man
of fine ideals, untiring energy and great breadth of vision. Per
sonally he was a very charming gentleman, gracious and alto
gether lovable. We deeply mourn his passing.

Edward L. Suffern

There seems to be an unfortunate
“The Accounts Have
tendency, manifest in recent advertise
Been Audited ”
ments of proposed flotation of securities,
to adopt a form of expression in regard to the audit of accounts
which may be utterly misleading and at the best is entirely
meaningless. For example, an advertisement states that the
accounts have been audited by Doe & Atkins, but nothing is said
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as to the nature of the investigation made by this supposititious
international firm, nor is there any indication given as to the
contents of the certificate or report of the auditors. The cus
tomary formula is a letter from the president of the corporation
to the investment bankers explaining that the history and
prospects of the corporation are satisfactory. Not unnaturally
the views of the president are optimistic. There is, however,
a feeling that there should be some impartial expression of
opinion and accordingly the name of the auditors of the company
is given. To the casual reader it may seem that the mere fact
of audit is necessarily an indication of merit, but indeed a state
ment such as that described might be made in the case of a cor
poration whose fiscal condition and prospects had been scathingly
criticized by the auditors. If the opinion of the accountants
be not given in its entirety the engagement of an auditor has
no significance. Indeed, the careful analyst might go further
and come to the conclusion that if the auditors’ opinions are
withheld there may be something in them which would be inimical
to the successful flotation of securities. Some accountants have
gone to the extent of printing on all stationery a requirement
that there shall be no quotation from their report unless the
report be quoted in full. If it be desired that the finding and
recommendations of the auditors be somewhat abbreviated for the
sake of convenience, a condensed statement is frequently prepared
which may be used for purposes of publicity. Against this there
can be no serious objection, although the ideal condition is a frank
and full reproduction of all that the auditors have had to say.
In general the publication of the bare fact of audit is not the
fault of the auditors but rather of the investment bankers or of the
corporation about to issue securities. The auditors are usually
more sinned against than sinning in this matter of incomplete
information.
In some cases, however, the fault of
Weasel Words
indefiniteness rests upon the auditors
themselves. Forms of certificate which
might mean much or little were often with us in the past, but
there is gratifying evidence of a steadily increasing clarity in
report and certificate. However, we are not yet entirely rid of
the certificate which would come under the Rooseveltian descrip
tion “weasel words”—words which suck the meaning out of the
body of the document. Quite lately a prospectus has been issued

394

Editorial

by two well-known and reputable firms of investment bankers
preparatory to an issuance of common stock. The announcement
describes the management, history, assets, earnings, dividends,
etc., and then presents what is described as a “preliminary
balance-sheet” to which is appended a certificate to the following
effect: “We have practically completed our examination of the
books of account and record of ... as of ... , and we have
prepared therefrom the foregoing preliminary balance-sheet after
giving effect to transactions to be consummated as above stated.”
The transactions mentioned are “the sale of real estate and
additional common stock for cash” which seems a rather in
definite and inadequate description.
One wonders why it is necessary to
present a preliminary balance-sheet,
and what degree of responsibility the
auditors contemplate assuming. If, upon completion of the
examination, facts not disclosed in the preliminary statement
were discovered, would the accountants be able to repudiate all
responsibility of any misconception which might follow the
publication of the preliminary statement? In the particular
instance under review there seems to be no reason to believe that
the financial affairs are other than satisfactory—but that is not the
point. An accountant’s certificate should be absolutely definite
and it should be so worded that the responsibility properly
attaching to an auditor may be assumed. We are not at present
chiefly concerned with the vexed question as to the propriety of
balance-sheets giving effect to proposed financing. That is a
subject upon which much has already been said and written.
But the general opinion seems to be that, in the interest of a full
understanding by the public, statements based upon future de
velopments should be worded so carefully and clearly that miscon
ception by any reasonably intelligent person would be impossible.
Certificate Should
Be Definite

In passing it may be well to refer to a
Statements Reflecting
report
presented at a meeting of the
Proposed Financing
American Institute of Accountants by a
special committee appointed to cooperate with credit men of banks.
In that report appeared the following comment and suggestion
in regard to statements giving effect to proposed financing:
The accountant should not certify a statement giving effect to trans
actions contemplated but not actually entered into at the date of the
certificate, with the sole exception that he may give effect to the proposed
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application of the proceeds of new financing where the application is
clearly disclosed on the face of the statement or in the certificate and the
accountant is satisfied that the funds can and will be applied in the manner
indicated. It is not necessary that the precise liability shown in the
balance-sheet before adjustment should actually be paid out of the
new money. It is sufficient, for instance where the balance-sheet before
the financing shows bank loans, if the proceeds are to be applied to bank
loans which are either identical with or have replaced the bank loans
actually outstanding at the date of the balance-sheet. Ordinarily, how
ever, the accountant should not apply the proceeds of financing to the
payment of current trade accounts payable, at least not against a normal
volume of such current accounts payable, because there must always be
such accounts outstanding and the application of new moneys against the
outstandings at the date of the balance-sheet results in showing a position
which in fact could never be attained. The accountant may usually
best satisfy himself that the funds will be applied as indicated by getting
an assurance from the issuing house on the point.
In any description of a statement or in any certificate relating thereto
it is desirable that the past tense should be used. It should also be made
clear that the transactions embodied have been definitely covered by
contracts.
When the accountant feels that he cannot certify to such a hypothetical
statement, probably because of the length of the period which has elapsed
since the accounts have been audited, he may be prepared to write a
letter, not in certificate form, stating that at the request of the addressee
a statement has been examined or prepared in which effect is given, in his
opinion correctly, to proposed transactions (which must be clearly speci
fied). Such letters should be given only in very special cases and with the
greatest care.
The committee illustrates the special form of statement and certificate,
and also of the letter coming within the terms of rule
*
IV, as follows:
Form of balance-sheet and certificate where conditions laid down in rules
*
I and II have been met.
A. B. C. Company
BALANCE-SHEET

December 31, 1922
(Giving effect as at that date to the sale of $5,000,000 first mortgage bonds
since consummated and the application of the proceeds in part in reduc
tion of liabilities.)
Assets
Liabilities
We have examined the books and accounts of the A. B. C. Company
for the year ended December 31, 1922, and the agreement dated March 2,
1923, for the sale of $5,000,000 first mortgage bonds, and we certify that
the above balance-sheet is, in our opinion, a fair and accurate statement
as of December 31, 1922, of the financial position of the company, giving
effect at that date to the provisions of the agreement mentioned.

New York, March 2, 1923

Returning to the prospectus which is
the text of our earlier comments, it may
be said that the time seems ripe for
definite action by the American Institute of Accountants to dis* The rules to which reference is made appear in an earlier portion of the committee’s report.

The Accountant’s
Duty

—Editor.
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courage and, if possible, prevent certificates in such indefinite
form. The auditors in that matter are not members of the Amer
ican Institute of Accountants and therefore not within its juris
diction, but unfortunately there have been other cases of ambigu
ous certificates with which the Institute could properly concern
itself. Rules founded upon the fundamental principles of
frankness would probably meet with the instant approval of
practically the entire membership of the Institute. If the organ
ization were to write such rules it would at least place the public
on notice that vagueness is not to be tolerated by the professional
body, and this in time would lead to a public demand that there
should be definiteness and the clear assumption of responsibility
by every accountant giving certificates in regard to financial
condition. If accountancy is to occupy its just place in the
scheme of things it must never lay itself open to the charge of
quibbling or ambiguity. The accountant’s duty is to ascertain
the truth and tell it so that all who read or listen may understand.
A correspondent seems to be per
turbed in mind as to what fees he may
properly charge for his professional
accounting services. The subject is as old as accountancy
and a definite answer will probably never be forthcoming.
It is undoubtedly true that many accountants are at a loss
to determine what value they may place upon their service
and what amount of fee can be expected from their clients.
There is a small number of accountants who would answer the
question quite glibly: It should be as much as the traffic will
bear. The activities of such practitioners are anything but con
ducive to the establishment and maintenance of that high esteem
in which the profession should be held. There is probably a
certain amount of force in the argument that some clients can
afford and can reasonably be expected to pay higher fees than
would be convenient for other clients; but the great point is the
intrinsic value of the time, ability and effort which the accountant
devotes to the work in hand. In the course of a rather long letter
in which the correspondent cites cases which have been pecuni
arily gratifying to clients, he says:

The Old Question
of Fees

The subject of what are and what are not proper fees for accounting
service Crops up in this locality at frequent intervals.
The matter is complicated by the fact that there are all sorts of stand
ards of ability among the accountants in practice. . . .
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Accounting service hereabouts may be said to include three principal
lines of endeavor. These are:
(a) The study of the past history and the future prospects of some
enterprise, after an audit, for the purpose of putting the possi
bilities of the enterprise before bankers and investors for the
purpose of obtaining capital, and obtaining said capital as the
result of the accountant’s testimony.
(b) The usual sort of federal income-tax practice which comes to the
accountant from his regular clients without solicitation.
(c) The usual balance-sheet audit, or the complete audit as the case
may be.

In the lettered paragraphs there is a fairly complete epitome of
accounting practice. The great bulk of work devolving upon an
accountant in the ordinary conduct of his profession will fall
under one or more of the three descriptions given.

The question of compensation for the
preparation of tax returns or the review
of returns already made differs radi
cally from other departments of an accountant’s work. Com
pensation based upon time expended is not appropriate in tax
practice, and there is a tendency to set up some other measure of
payment. In this class of work the greatest temptation to con
tingent fees is met, and it requires a clear perception of ethical
principles to induce the accountant to abstain from engagements
on a contingent basis when the client himself often makes the
proposition that the fees shall depend upon the amount of tax
saved or recovered. The American Institute of Accountants has
taken an absolutely firm stand against all contingent fees, and
the great majority of practitioners will observe the rule. The
reasons leading up to the adoption of this regulation have been
discussed and explained many times. It is simply a question of
placing definite value upon services rendered. The amount of
saving to the client does not affect the value of the accountant’s
time or ability. He renders a service for which he is entitled
to just compensation and whether his efforts succeed or fail
has no bearing upon the worth of his time and talents, the com
modities which he offers for sale.

Tax Practice
is Different

In the earlier days of accountancy
the commonly accepted method of
charging for services was at a certain
rate per diem. It is a simple matter to charge for the time con
sumed by the number of men employed, and this procedure is

Changing the Basis
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generally followed even at the present time. Probably ninetenths of accounting engagements are conducted on the day-rate
basis. Quite lately there has been evidence of an inclination to
charge a retainer plus a certain sum to be determined by the
number of men employed and the time occupied. In this account
ants are following somewhat in the footsteps of the legal profes
sion. There is, however, a further development which brings
accountancy and law more closely together. It is due in large
part to the experience obtained in income-tax practice and to
the increasing engagement of accountants to render advisory
service for which, of course, per-diem charges would be ridiculous.
The whole subject of accountants’ fees is undergoing review and
adjustment, but we have not yet reached the point at which a
general principle can be enunciated. We shall never reach the
point where a fixed rate of fee can be adopted universally.

The letter which is the text for these
comments emphasized the difficulties
which are encountered in the less popu
lous parts of the country as compared with practice in the large
cities. Fees which would appear reasonable to an accountant in
Chicago would seem excessive to the client in some of the remote
sections of the country. This is altogether natural. The country
physician does not expect to receive the fees which are customary
in the city, and this has no bearing upon the comparative abilities
of different practitioners. As a matter of fact, the country physi
cian often has a wider experience and may have greater profes
sional knowledge. It is simply a question of conditions. The
same thing is true in regard to the legal profession. A lawyer in
New York would look with disdain upon a fee which would seem
munificent to his professional brethren at the back of beyond.
Consequently the small-town accountant must reconcile himself
to the conditions in which he practises, and, while he looks with
awe and envy upon accounting fees of which he hears rumors, he
can not expect that the business men of his community will regard
favorably a scale of fees which seems proper in the great centers
of population. The profession is working gradually toward
something which may be accepted as a standard basis of fees.
In time there will be general recognition of this basis, whatever
it may be. After that the problem will be merely the application
of the principle upon which professional fees are fixed.
Practice in Various
Places
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In the course of an interesting letter,
Examination Answers
which
appears elsewhere in this issue of
Not Official
The Journal of Accountancy, PaulJoseph Esquerré expresses the opinion that students as a whole
regard the answers to the Institute examination questions, printed
from time to time in the Students' Department, as official expres
sions of the board of examiners. We hope that Mr. Esquerré’s
experience in this matter is unique. The board of examiners has
very clearly explained its position in regard to official answers,
and it has never permitted the publication of any of them. The
editor of the Students' Department prepares his own answers and
solutions and at the beginning of every article dealing with the
subject he distinctly affirms that the answers are not official.
There does not seem to be any reason why these repeated asser
tions should fail to impress themselves upon the mind of the
reader. Possibly the fact of publication in the official magazine
of the American Institute of Accountants is the reason for such
misconception as that to which Mr. Esquerré refers. We regard
the answers prepared by Mr. Finney as a valuable contribution
to the literature of accountancy, and it is quite possible that in
many cases his opinions are the same as those of the board of
examiners, but there are instances in which Mr. Finney differs
from the board. As a matter of fact, in many instances the board
of examiners has no hard and fast answer. The board does not
confine itself to a word-perfect repetition of an answer prepared
by the board. The intention is to give credit for accounting ability
and intelligence displayed and it is quite likely that there may be
different opinions, all of which will deserve some credit. Further
more, as has frequently been said, there are many accounting
questions upon which no two accountants would absolutely agree.
When such matters as these are included in examination papers it
is with the purpose of permitting the applicant to demonstrate
his reasoning capacity and his knowledge of general principles.

In the March issue of The Journal
of Accountancy a letter from a cor
respondent in Arizona was the subject of
editorial comment. In brief the argument of the correspondent
seemed to be that public accounting experience should not be a pre
requisite to the C. P. A. certificate. In reply we expressed the opinion
that no one except a public accountant should receive a certificate
400
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as a certified public accountant. Our correspondent now returns
to the charge and explains that his intentions were misunderstood.
He says that followers of accountancy should be classed as follows:
Public accountants
Certified Non-certified

Private accountants
Should be certified Non-certified

He then proceeds:
“The class which I am principally referring to is and are certified ac
countants, leaving out the word public. There has been a call of long
standing for certified accountants, meaning men who have not only
learned a professed calling, but have been examined therein by the board
established therefor in their particular state. Too often it has been the
sad experience of concerns turning over their books to men of good recom
mendations from their mutual friends, who later turned out incompetent.
Had their learning been sufficient to pass a state examination as certified
accountant, he would not have needed his friends’ recommendation,
he would have been certified as competent because of his year-long study
preparatory to his passing the examination. Such certificate would stamp
the holder as the higher type of man looked for by such particular concern
and would entitle him to receive a much larger salary than he would
perhaps dare ask for ordinarily unless again ‘pull’ helped him. . . .
I am very desirous of a strict and thorough examination in order to de
termine an accountant’s fitness for a certificate, but I also believe that
when a student and worker in the profession of accountancy has reached
the point where he can pass such examination he should be given his
certificate the same as he would receive his certificate or degree as a bache
lor of law, and that nothing should keep him from it. . . . Accountancy,
the profession which I have entered, and which is as dear to me as it must
have been to the pioneers of forty years ago, must be made not a hard and
unfeeling sword separating the few lucky ones who can earn a living in
a public accounting office from the thousands that can not, but must be
made a worth-while goal that may be reached by all who desire to give to
it their life’s best and who are willing to have their knowledge tested.”

This letter is interesting, but we are unable to see that it has any
effect upon the argument that it is anomalous to call a man who
is not a public accountant by a designation which in itself implies
public practice. That was the whole substance of the editorial
comment which appeared in the March issue. It is the fixed
belief of most practitioners that the word public should be rigidly
confined to those who are in public practice. Indeed, our cor
respondent by his suggestion that men engaged in private employ
ment should be called certified accountants rather than certified
public accountants indicates an acceptance of this dictum.
But why should we have a further
Complication Should
complication of an already complex
Be Avoided
situation? There are so many designa
tions of accountants now that the casual public can not be
expected to understand what all the terminology means. And
furthermore, why should there be a particular designation for
men in private employment? They are not offering their services
401
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to the public and there seems to be no valid reason why they
should wish to have some official indication of ability. If they
have been graduated from accounting schools and have had a
sufficient amount of experience in corporation or other private
employment their abilities will be known to their employers and
the addition of a degree or certificate may be personally gratifying
but, beyond that, valueless.
In the correspondence columns of this
issue of The Journal of Accountancy
there is a letter from John Y. Richard
son which clearly expresses an opinion which is probably held by
the majority of professional practitioners in regard to the use of
the designation “certified public accountant.” The letter from
our Arizona friend which is now the subject of comment does not
answer the plain logic of Mr. Richardson’s letter, nor does it offer
a solution of a problem which seems to exist chiefly in imagina
tion. The whole question may be summed up in a phrase: public
means public.
The New York state legislature in
New York Bill
its dying hours put to death the bill
Does Not Pass
which had been introduced providing
for restrictive legislation in regard to accountancy practice.
The bill passed the assembly without difficulty and its many
friends among the practitioners in New York looked forward with
a great deal of hopefulness to its enactment, but at that point
some bright mind conceived the idea that a rider should be added
to the bill which would extend recognition as certified public
accountants to employees of the bureau of internal revenue.
This was a case of putting too many riders on the back of one
steed. The animal broke down. If the bureau of internal
revenue was to obtain this privilege for its employees why should
not the employees of state departments be equally blessed? This
thought occurred apparently to some of the legislators. If we
must adhere to our metaphor, a long queue of riders stood ready
to mount, and in consequence the procession did not start. A
committee of the senate allowed the bill to die without report.
So ends another effort to bring about restrictive legislation in
New York. At the time of the first effort in 1924 the bill passed
the legislature but was vetoed by the governor. It had many
enemies. This year it seems to have suffered from too many
and ingenious friends.
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We are entering on one of the periods
of the year to which accountants gen
erally do not look forward with any
great amount of satisfaction. The annual audits are to a con
siderable extent completed. Tax returns have for the most part
been prepared and filed. Some investigations there will undoubt
edly be, for financings to be carried through before the summer
vacations set in. The period is one for recuperation. But with
all of the problems so recently dealt with still clearly in mind, the
season presents a possibility unequaled at any other time through
out the year. It is magnificent opportunity to write an article
for the Journal!

An Opportunity
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